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Tax Treatment of the Use of Employer-Provided Aircraft 
for Entertainment: Current Law and Issues for Congress 

Summary 

In general, business taxpayers are permitted to deduct all the ordinary and 
necessary expenses they incur in earning gross income, such as employee 
compensation (including fringe benefits). By contrast, expenses incurred by business 
taxpayers that are personal in nature or primarily for the entertainment, amusement, 
or recreation of employees (including senior executives) are generally not deductible. 

Section 274(e)(2) of the Internal Revenue Code offers an exception to the rule 
denying deductions for expenses associated with the entertainment of employees. 
Specifically, business taxpayers may claim a deduction for the cost of goods, 
services, and facilities used in connection with the entertainment of employees and 
independent contractors, provided they treat the expenses as compensation in the case 
of employees or compensation for services rendered in the case of non-employees. 
Among the facilities covered by this rule are business aircraft. For most employees, 
the deduction cannot exceed the actual cost of using the facilities for entertainment. 
But in the case of certain senior executives, the deduction cannot exceed the total 
amount that business taxpayers report on their federal income tax returns as 
compensation for the executives’ use of the facilities. 

This report examines the current tax treatment of the personal use of employer- 
provided aircraft, describes proposed changes in this treatment being considered in 
the 109 lh Congress, and discusses policy issues raised by these proposals. It will not 
be updated. 

The Senate-passed version of a tax reconciliation bill (H.R. 4297) contains two 
provisions that would modify the tax treatment of the use of employer-provided 
aircraft for the entertainment of employees and their friends and families. Section 
455 of the measure would expand the current limitation on the deduction for 
expenses associated with the personal use of these aircraft to cover all employees and 
independent contractors; section 463 would require individuals who travel for their 
own entertainment on employer-provided aircraft to value those trips for tax purposes 
as the greater of the actual cost of the travel or its fair market value. These 
provisions are not included in the House-passed version of H.R. 4297. 

Interest groups that would be affected by these proposed changes, led by the 
National Business Aviation Association, are concerned that the changes would act 
like a luxury tax on purchases of business aircraft and dampen demand for such 
planes and related services. They are pressing Congress to exclude them from any 
conference agreement over H.R. 4297 that may emerge. 

Unlike the federal tax imposed on domestic purchases of expensive boats in the 
early 1990s, however, the proposed changes would not operate like a luxury tax on 
purchases of business aircraft, though they could raise the tax burden on individuals 
who travel for entertainment on employer-provided aircraft. In addition, trends in the 
demand for and use of such aircraft appear to be unaffected by the tax treatment of 
the use of employer-provided aircraft by employees for their own entertainment. 
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Tax Treatment of the Use of Employer- 
Provided Aircraft for Entertainment: Current 
Law and Issues for Congress 

Under section 162(a) of the Internal Revenue Code (IRC), business taxpayers 
(e.g., subchapter C corporations, general partners, sole proprietors, and subchapter 
S-corporation owners) are allowed to deduct all “ordinary and necessary” expenses 
they incur in earning gross income. In general, a business expense is considered 
ordinary if it is common or usual and widely accepted in the taxpayer’s business; an 
expense is considered necessary if it is both appropriate and helpful to the taxpayer’s 
business. A common example of an ordinary and necessary business expense is 
reasonable compensation (including fringe benefits) paid to employees. 

By contrast, expenses incurred by business taxpayers that are personal in nature 
(e.g., personal use of a motor vehicle owned by a company) or primarily for the 
entertainment, amusement, or recreation of employees generally are not deductible. 

The Senate-passed version of a tax reconciliation bill (H.R. 4297) contains two 
provisions that would significantly alter the tax treatment of a fringe benefit offered 
by numerous firms: personal travel for entertainment on employer-provided aircraft 
by employees (including senior executives) and independent contractors. Similar 
provisions are not included in the House-passed version of the bill. One provision 
(section 455 of the Senate -passed version of H.R. 4297) would expand the existing 
limitation on the deductibility of costs associated with the personal use of such 
aircraft so that it covers all employees. The other provision (section 463 of the 
Senate-passed version of H.R. 4297) would modify the formula for valuing the 
personal use of employer-provided aircraft so that individuals receiving such a 
benefit would be required to report the actual cost of this travel as taxable 
compensation. 

Interest groups that have a stake in the matters addressed by these proposed 
changes (including makers of business aircraft) have raised a variety of concerns 
about their likely effects. They are especially concerned about the implications of the 
proposed changes for the cost of taxpayer compliance and the demand for and use of 
business aircraft and related services. Fearing that the proposals pose too great a 
threat to their interests, these groups, led by the National Business Aviation 
Association (NBAA), have launched a lobbying campaign aimed at persuading 
Congress to exclude the changes from any conference agreement on H.R. 4297 
approved by the House and Senate. 

This report examines the current treatment under federal tax law of the personal 
use of employer-provided aircraft, describes the proposed changes in this treatment 
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under the Senate-passed version of H.R. 4297, and discusses policy issues raised by 
these changes. It will not be updated. 



Current Law 

In general, the federal tax code allows firms to deduct all ordinary and necessary 
expenses they incur in producing their gross income. Thus, it comes as no surprise 
that under IRC section 274(a), business taxpayers may claim no deduction for 
expenses they incur in providing entertainment, amusement, or recreation, unless 
they can demonstrate that such an activity is directly related to or associated with the 
active conduct of any trade or business they are engaged in. This denial of a 
deduction also applies to expenses incurred for facilities used to provide 
entertainment, amusement, or recreation, such as yachts, hunting lodges, swimming 
pools, tennis courts, cars, and aircraft. The main intent of this rule is to prevent 
business taxpayers from treating personal expenses as ordinary and necessary 
business expenses. 

Nonetheless, there are several exceptions to this rule. Under one exception, 
which resides in IRC section 274(e)(2), business taxpayers may claim a deduction for 
the cost of goods, services, and facilities used in connection with entertainment, 
amusement, or recreation they offer to employees (including senior executives) or 
independent contractors (including directors of a company who are not employees), 
provided the expenses are treated on the business taxpayers’ federal income tax 
returns as compensation paid in the case of employees or as compensation for 
services rendered (or an award or a prize) in the case of non-employees. The 
deduction cannot exceed the actual cost of the goods and services, or the actual cost 
of using the facilities. No deduction may be claimed for the use of employer- 
provided aircraft for the entertainment of employees to the extent that the cost is 
reimbursed by those individuals. 

Under current federal tax law, all individual taxpayers must include 
compensation for services rendered — such as fees, commissions, and fringe benefits 
— in their taxable income. IRC section 61 requires individual taxpayers to include 
in their taxable income the amount by which the fair market value of a fringe benefit 
exceeds any amount they pay for it. One such benefit is flights taken for personal 
reasons on employer-provided aircraft. 

By now it should be clear that a consequential tax consideration for business 
taxpayers that own or lease aircraft and employees who travel for entertainment on 
such aircraft is the valuation of the personal use of this aircraft. Making such a 
valuation can involve a complicated set of calculations. Under IRS regulation § 1 .61- 
21(g), the value of personal flights on employer-provided aircraft typically is 
determined under a formula known as the Standard Industry Fare Level (SIFL). This 
formula takes into account flight mileage rates (which vary by the total distance 
flown), a terminal charge, and the weight of the aircraft. 1 The SIFL formula does not 



1 See IRS Revenue Ruling 2005-61 for the SIFL mileage rates and terminal charges for the 
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